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(Wher eupon, the follow ng
proceedi ngs were held out of in
canera.)

JUDGE HI LLI ARD: Okay. We're back on the
public record.

BY MS. LUSSON:

Q M. Kahle, 1'"d Iike to ask you a few
gquesti ons now focused on Page 22 of your rebuttal
testi nmony where you take issue with M. Efron's
adjustnment to reflect accunul ated deferred income
taxes in the Company's Rider |CR?

A Okay. ' mthere.

Q Woul d you agree, first of all, that
accunmul ated deferred income taxes is a source of
noni nvest or-supplied funds?

A Yes.

Q Now, as | understand your testimony there,
it's your belief that reflecting the accunul at ed
deferred inconme taxes in Rider ICR could overly
complicate the annual reconciliation of the rider.

I s that your testimony?
A That's part of my testinony, yes.
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Q Okay. And one of the conmplications you
i ndicate there -- or the perceived conplication would
be the timng of the possibility of the Company
filing a rate case; is that right?

A Yes.

Q And you indicate that the Conmpany would
need to reflect in its 2014 team test year the amount
of ADIT related to its baseline |evel of investment
for cast iron and ductile iron replacenment not
subject to cost recovery under Rider ICR; is that
right?

A Yes.

Q And you indicate that calculation could be
effected by issues and disall owances still under
litigation in the 2013 reconciliation proceeding; is
that right?

A Yes.

Q Al'l of those potential conplications also
apply to the annual reconciliation of plant additions
t henmsel ves, don't they, that occur in the Rider ICR
reconciliation?

A It coul d.
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Q I n other words, the plant -- in annual |CR
reconciliations, plant additions would have to be
reconciled and if there is a rate case filed using a
2014 test year, that could conplicate the
reconciliations of those plant additions.

Woul d you agree?

A | see that happeni ng, yes.

MS. LUCKEY: Dan, could we have you speak a
little bit |ouder for us.

THE W TNESS: Sorry.

BY MS. LUSSON:

Q Now, 1'd like to turn your attention to the
accunmul ated deferred income tax issue related to the
repair all owance.

Looki ng at Page 23 of your testinony,
there you address the 50/50 sharing of the risk --
al l eged risk association -- associated with ADIT on
the repair allowance; is that correct?

A Yes.

Q And you've indicated that you do not
di sagree that accunul ated deferred i ncone taxes are
not investor-supplied funds, right?
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A Say that again.

Q You' ve indicated that you agree that
accumul ated deferred income taxes are not
i nvestor-supplied funds, correct?

A Correct.

Q And woul d you al so agree that increases to
t he bal ance of accunul ated deferred income taxes are
deducted from plant in service in the determ nation
of rate base?

A Yes.

Q Has the Conpany actually provided anything
t hat woul d establish that the 50/50 ratio is the
appropriate one as opposed to, say, 70/30 or 60/407?

A | haven't seen a discussion of any other
percent age, no.

Q Have you seen anything in the Conpany's
testinony that would establish that there is a
significant risk that the Internal Revenue Service
will, in fact, disallow the income tax deductions
related to the tax accounting method change?

That's the end of my question.
A There's certainly a | ot of testimny about
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the risk; but as far as the |likelihood of the IRS
maki ng an adverse decision, | don't recall having any
di scussi on of that.

Q And have you seen anything in the Conmpany's
testinony that would establish that there's a
significant risk that the -- that such a disall owance
is any greater than the risk of a disallowance
associ ated with any other income tax deduction?

A | don't recall any discussion |ike that.

Q And can you cite any -- first let me ask
woul d you agree that there's some degree of risk
associ ated with any bal ance of accumul ated deferred

i ncome taxes?

A You say some risk?
Q Yes.
A | suppose that's true.

Q Can you cite any case where the Conm ssion
has approved a 50/50 sharing of the noninvestor funds
provi ded by accunul ated deferred income taxes?

A | haven't done exhaustive research, but |
can't think of any.

Q I f the Comm ssion approved the 50/50
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sharing that the Conpany has proposed in this case,
woul d you agree that that m ght incent other
utilities to request in future rate cases a 50/50
sharing of accunul ated deferred i nconme taxes no
matter how remote a risk of disallowance is?

A It mght be a little bit too much
specul ation for me, but -- to answer.

Q Woul d you agree it's possible?

A Al'l things are possible; so, yes.

MS. LUSSON: Okay. Thank you, M. Kahl e.

| have no further questions and I'd

move for the adm ssion of AG Cross Exhibits 11 and

12.

JUDGE HI LLI ARD: Hearing no objection, AG Cross

Exhibits 11 and 12 will be admtted.
(Wher eupon, AG Cross Exhibit
Nos. 11 and 12 were admtted
into evidence.)
CROSS- EXAM NATI ON
BY
MS. SCARSELLA:

Q Good afternoon, M. Kahle. My name is
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Carla Scarsella. And I'm one of the attorneys
representing the Utilities in this proceeding.
| have a couple of questions for you
this afternoon and I'mfirst going to start with cash
wor ki ng capital.
A MS. SCARSELLA, you're conpletely off the
camer a.
Q Oh. One monment, please.
A Much better. Thank you.
Q G ve me a nonent here.
Al'l right. All right. Let's start
with cash working capital
Now, the Utilities have proposed to
include an asset and rate base that reflects the
| evel of cash working capital required to finance

t heir day-to-day operations, correct?

A By the cal cul ation, yes. Correct.
Q In order to measure the appropriate |eve
of cash working capital, the Utilities have performed

and presented a | ead/lag study; is that correct?
A Yes.

Q Do you agree that with the exception of
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pass-t hrough taxes, you and the Utilities' wtness,
Hengt gen, agree as to the methodol ogy used to prepare
the lead/lag study that the Utilities propose in this
proceedi ng?

A Yes.

Q Al'l right. Let's start with expense | eads.

In your direct testinony, you

initially agreed with M. Hengtgen's proposed | ead

days for pass-through taxes; is that correct?

A Yes.
Q However, in rebuttal testimony, you revise
your calculation for two of the Utilities

pass-through taxes; is that correct?
A | think it was three.
Q Three. All right.
Can you refer to your rebuttal

testi nony, Page 8, Lines 167 to 168.

A ' m there.
Q | need to get there.
Al'l right. Now, there you state at

those Iines, M. Hengtgen offered a revised nunber of
| ead days that Peoples Gas collects these
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pass-through taxes before remtting; is that correct?

A Yes.

Q Can you refer me to where in M. Hengtgen's
testinony he revised his calculation for those three
pass-through taxes.

And | believe M. Allen has a copy of
his rebuttal if you need it.

A | was referring to his Page 21, Lines 442
t hrough 449.

Q Al'l right. Now, the -- that response, the
guestion -- that response is -- that answer, | should
say, is in response to the question on Line 441; is
t hat correct?

A Yes.

Q And that question is, Do these proposals by
M. Kahle reflect reality?

Did | read that correctly?
A Yes.
Q And what's M. Hengtgen's response?
lt's "no"; is that correct?
A The first word is "no," correct.
Q Al'l right. And then in the rest of that
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answer, doesn't he give an example of why he
di sagrees with your proposal?

A Yes. In my -- | interpreted this as being
an altered cal culation of the expense | ead days.

Q And if you | ook at Line 443, though, it
says, Even if all the anmounts were collected on the
first day of the month, which they are not.

So that's an example, isn't it, it's
not a proposal ?

A Yes.

Q So M. -- in fact, M. Hengtgen didn't
revise his | ead days, did he?

A No, his schedules he did not.

Q Al'l right. All right. Let's go to revenue
| ags.

Anot her area of disagreement you have
with M. Hengtgen and his study is that you propose
to use zero | ag days for pass-through taxes for both
Utilities; is that correct?

A That's correct.

Q Now, do you dispute the fact that Utilities
need cash on hand to remt these taxes?
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A No.

Q However, it's your position that because
pass-t hrough taxes are not utility service, there is
no revenue | ag between a utility service and the

recei pt of cash; is that correct?

A Correct.

Q Now, in the Utility's |ast rate case,
Docket Nos. 09-0161 and 0162, did the I CC reject
Staff's proposal to use zero | ag days for
pass-through taxes?

A Yes, they did.

MS. SCARSELLA: M. Allen, can you please hand
M. Kahle the Comm ssion's order fromthe Utility's
| ast rate case.

THE W TNESS: | have it.

BY MS. SCARSELLA:

Q You have it. All right.

MS. SCARSELLA: Your Honors, would you like --
| have copies.

JUDGE HI LLI ARD: Pl ease. Are you going to mark
this or are you...?

You're not going to mark this, right?
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MS. SCARSELLA: No, |I'm not.
BY MS. SCARSELLA:

Q M. Kahle, can you turn to Page 19 -- |
didn't print out the whole order so we could save a
few trees since it was nearly 300 pages, but |
printed out the first 30 pages.

Can you turn to Page 19 for ne.

A | have it.

Q Al'l right. Wuld you agree with me that
that's the section that begins cash working capital
for pass-through taxes?

A Yes, it is.

Q Al'l right. Can you now go to Page 24.

A ' m there.

Q Woul d you agree that that's the "Comm ssion
anal ysis and concl usi on" section for the pass-through
t axes?

A Yes, | do.

Q Al'l right. Now, if you look at the first
full paragraph under the "Comm ssion analysis and
concl usion" section, the third sentence states, |f

sharehol ders make a payment because the noney has not
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yet been received fromrate payers, then this anount
is appropriately contained in the cal culation of cash
wor ki ng capital.

Did I read that correctly?

A Yes.

Q Do you disagree with the Com ssion's
statement ?

A No, | do not.

Q In both your direct and rebuttal testinmony,
you mention that in Nicor's most recent rate case,
Docket No. 08-0363, the Comm ssion approved zero | ag
days for pass-through taxes; is that correct?

A Yes.

Q If you can refer again to the | ast sentence
of that first full paragraph under the "Comm ssion
anal ysis and conclusi on" section, does the Comm ssion
state, It is to be expected that each Utility's
| ead/ 1 ag study will show different results and, thus,
t he decision of Nicor 2008 is not controlling.

s that correct?

A Yes.

Q ' m sorry?
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A That's what it says.
Q Okay. Thank you
Finally, still referring to Page 24 of

the Comm ssion's order, in the |ast sentence of the
second paragraph under the "Comm ssion analysis and
concl usion" section, the Comm ssion states, It
appears that Staff's approach inproperly ignores the
time between when custoners are billed for
pass-t hrough taxes and when pass-through taxes are
remtted to the Utilities; is that correct?

A Yeah, that's what it says.

Q Now, did the facts surrounding the
Utility's payment of the pass-through taxes in 2009

change between when the Conm ssion entered its order

and when the Utilities filed its rate case?
A ' m not aware of any substantial changes.
Q Are you -- you said not any substanti al
are you aware of any changes or...?
A Well, some of the cal cul ati ons have

changed; but. ..
Q But the terms upon which the Utility has to

remt pass-through taxes has not changed since the
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| ast rate case?

A Correct.

Q Al'l right. Let's nmove on to energy
assi stant and renewabl e energy prograns.

| ncl uded in pass-through taxes are

charges that the Utilities collect from customers
under Illinois statute for energy assistant and
renewabl e energy progranms; is that correct -- or at
| east the energy assistant charges?

A Ri ght .

Q Al'l right. Do you agree that the Illinois

statute for these charges state that the charges

assessed by electric and gas utilities shall be
consi dered a charge for public utility service?
A Yes, that's correct.

Q Since these charges are defined as a
utility service, did you assign them revenue | ags?

A No, | did not.

Q Al'l right. Can you refer to Page 10 of
your rebuttal testinony, Lines 202 to 203.

A Okay.

Q Unfortunately, |I'm | agging behind you.
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Hol d on. Let me make sure | have it before nme.
Al'l right. There you state, The
Conpany's process -- the Conpany's process of
pass-through taxes is in the same manner as the
Utilities represented in those other recent dockets.
Did | read that correctly?
A Yes.
Q And by "those other recent dockets,"” do you

mean the Nicor 2008, which we just discussed, the

Ameren Il linois 2009 order, and the ComEd 2010 order?
A Yes.
Q Now, Nicor -- if you know, Nicor is a gas
utility; is that correct?
A That's correct.

Q And their service territory doesn't overlap
ei t her Peoples Gas or North Shore's, does it?

A Not to my know edge.

Q Ameren is a combi ned electric and gas
utility; is that correct?

A Yes, that's correct.

Q And, again, their service territory doesn't
overlap the Utility's service territory, does it?
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A Not that |'m aware of.

Q And ConmEd as is an electric utility, but
its service territory does overlap the Utility's
service territory; would you agree?

A Yes.

Q Now, did you conpare each of the | ocal | aws
and muni ci pal agreements that Nicor, Ameren and ConmEd

are subject to and conpare themto the | aws and

agreements that the Utilities are subject to?

A No, | did not.

Q Okay. That's -- that's it for cash working
capital.

| do have a couple of questions,
t hough, regarding ADIT and the tax -- the tax change
proposals that the Utilities have made, the 50/50
shari ng.
Accunmul ated deferred income taxes,
what is that?
A Pardon?
Q Can you tell me what accunul ated deferred
income taxes is.
A Basically the difference between book taxes
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and tax liability.

Q So it represents amounts that the Utilities
are obligated to pay in taxes in the future until
book -- until booked appreciation catches up?

A Generally speaking, yes.

Q So is that investor-supplied funds or is it
somet hing el se?

A | think it's generally considered a | oan

fromthe government.

Q Al'l right. But it is -- it does represent
a liability that the Utilities are responsible for?

A Yes.

Q Now, did you review the direct rebuttal and

surrebuttal of John Stabile?

A Yes.
Q ' m not sure if you have his testinony in
front of you or not. | did not give it to M. Allen

| don't know if you have it with you offhand.

A Il may, if | | ook. | may not have all the
pages. | generally only printed out things that |
felt concerned ne.

Q Okay. Actually, if you can turn to his
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rebuttal testinony.

A Okay. | think I have it.

Q Al'l right. At Pages 7 -- beginning at
Page 7 through 8 and 9, do you agree with me that
M. Stabile discusses in depth the risks associ ated
with the errs change?

A G ve me a mnute to |look at it.

What are the pages?
Q Pl ease take your time.
Pages 7 through 9.

A Yes, | agree.

Q In fact, if -- on Page 1 -- Page 7,
Line 168, do you agree that M. Stabile says, Because
of the conplexity of the issue, it has been suggested
by the Treasury Department and the IRS in the
preanbl e of the reproposed regul ations that
i ndi vidual industries work separately with the
confines of the Industry |Issue Resolution Program
and then he goes on to say that, The industries are
now just getting started on resolving this issue in
an ||l R?

A Yes, that's what it says.
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Q Al'l right. Do you agree with me that the
position that the Utilities have taken is at risk if
that -- if that II R process or the subsequent
treasury regul ations, when they're reissued, come out

with a different result?

A It could be, yes.

Q And have -- have taxpayers -- | mean,
has -- have custonmers benefited by the fact that the
Utilities took this position early before the issue

is completely resolved?

A Wth the 50/50 split, there's a reduction
in rate base. | believe that's considered a benefit
to the rate payers.

Q Al'l right. So -- but the Utilities could
have been conservative, couldn't they, and not
el ected the tax change and no one -- and customers
woul dn't have received a benefit, would you agree?

A | suppose they certainly could have been
made a different choice.

Q And are you famliar with the ComEd
proceedi ng that just ended in the 2010 rate case?

A No, I'"'mnot, not in terms of an ADIT.
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Q Al'l right. Let me -- just one nore

gquesti on, perhaps.
And, Mr. Kahle, do you have a tax

accounting background at all?

A No, | do not.

Q And any experience with the |Internal
Revenue Service or audit?

A Well, yes, but -- 1 had some experience.

Q Sone.

In audit or Internal Revenue Service

audi ts?
A Bot h.
Q And have you ever had a client -- and I'm

not took | ooking for any information, but have you
ever had a client in position who took a tax position

t hat has not been approved yet by the IRS that's

still under consideration?

A No, | have not.

MS. SCARSELLA: All right. | have no further
guesti ons.

JUDGE HI LLI ARD: Okay. Any redirect?
MS. LUCKEY: | think we need a monent to talk
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to Staff.

JUDGE HI LLI ARD: Okay.

MS. LUCKEY:

10 m nut es.

JUDGE HI LLI ARD: How many?

MS. LUCKEY:

10.

JUDGE HI LLI ARD: Okay.

(Wher eupon, a recess was taken.)

(Change of reporter.)

JUDGE HI LLI ARD: I|s there any redirect.

MS. LUCKEY:
MR. LANNON:
Ostrander.

Not hi ng el se on redirect.

Your Honor, Staff would call MKk

JUDGE HI LLI ARD: M. Ostrander, you have been

previously sworn,

THE W TNESS:

believe; is that correct?
That's correct.

(W tness previously sworn.)

e
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M CHAEL OSTRANDER,
called as a witness herein, having been first duly
sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY
MR. LANNON:
Q Woul d you state your name for the record.
A M ke Ostrander, O s-t-r-a-n-d-e-r.
Q And who is your enployer?
A I11inois Comerce Comm ssSion.
Q What is your position at the Illinois

Commerce Comm ssion?

A "' m an accountant in the Accounting
Department of the Financial Analyst Division.

Q Do you have before you a document marked
for identification that's I CC Staff Exhibit 2.0 and
Schedules 2.1 N and P, confidential and public, 2.
and P through 2.5N and P and 2.6 P?

A Yes.

Q And did you prepare those docunents for
presentation in this matter?

A Yes, | did.
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Q And do you have any corrections to make to
Exhibit 2.0 and the attached schedul es?

A No, | don't.

Q Do you have before you a document marked
for identification as I CC Staff Exhibit 11.0
corrected and Schedules 11.1N and P corrected, both
public and confidential and 11.2 N and P?

A | do.

Q And do you have any corrections to Exhibit

11. 0 and the attached schedul es?

A | have no corrections to 11.0 corrected and
schedul es.
Q Did you prepare that document for

presentation in this matter?

A Yes, | did.

Q Do al so have before you a document marked
for identification as I CC Staff Exhibit 20.0 and
Schedul es 20. 1N and P, which is both confidential and
public versions?

A Yes.

Q Did you prepare that document for
presentation in this matter?
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A Yes.

Q Do you have any corrections to make to
Staff Exhibit 20.0 and the attached schedul es?

A No, | don't.

Q s the information contained in Staff
Exhibits 2.0 and attached Schedules 11.0 and attached
Schedul es 20.0 and attached schedul es true and
correct to the best of your know edge?

A Yes, they are.

Q If I were to ask you the same questions
that are set forth in those exhibits, would your
responses be the same today?

A Yes, they woul d.

MR. LANNON: Your Honor, | move for adm ssion
into evidence Staff Exhibit 2.0 and all the attached
Schedul es. If you like me to, I will go through
t hem

JUDGE HI LLI ARD: No.

MR. LANNON: 11.0 corrected and the Staff and
t he schedul es, and Staff Exhibit 20.0 and the
attached schedul es.

JUDGE HI LLI ARD: Obj ections?
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(No response.)

Hearing no objections, Exhibit 2.0
with attached Schedules to 11.0 and attached
schedul es, Exhibit 20.0 and attached schedul es are
admtted in the record.

(Wher eupon, Staff Exhibit Nos.
11.0 and 20.0 were admtted
into the record.)

MR. LANNON: Thank you, your Honor.

M. Ostrander is available for cross.

CROSS EXAM NATI ON

BY

MS. LUSSON:

Q Good afternoon, M. Ostrander.

A Good afternoon.

Q My name is Karen Lusson. l'"'mfromthe
Attorney General's Office. | want to ask you sone
guesti ons one regarding your testimny related to THE
GClI proposed adjustment to self-constructed
properties as well as a few questions about rate case
expense.

| f you would could you refer to Page
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10 of your rebuttal testinmony, Lines 206 to 207.
A Of my rebuttal testimony or my corrected

rebuttal testinony?

Q Let's go with the nmost recent version.
A Okay.
Q Now, is it correct that you agree with

Peopl es Gas indirect general and adm nistrative type
costs related to self-constructed property should be
expensed for ratemaki ng purposes?

A Yes.

Q Woul d you agree that Peoples Gas does not
expense indirect general and admnistrative type
costs related to property constructed by outside
contractors?

A Coul d you say that again please.

Q Woul d you agree that Peoples Gas does not
expense indirect general and admnistrative type
costs related to property constructed by outside

contractors?

A Yes.
Q Now, | would ask the person down into
Springfield to hand you what we'll mark as AG
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Cross-Exhibit 13, and if you give me a nmoment, [|'1]
pass that around here.

M. Ostrander, | should first tell you
t hat what you have in front of you is -- you were
referring to accounts, the entire volume, the
applicable volume, Part 201, Uniform System of
Accounts Prescribed For Natural Gas Conpani es Subject
to Provisions of the Natural Gas Act.

What | marked as an exhibit up here
are certain pages fromthat just to mnim ze the
nunmber of pieces of paper in the record.

So first et me ask you, do you
recogni ze that to be, and are you famliar with, this
portion of the Uniform System of Accounts Prescribed
For Natural Gas Conmpani es Subject to the Provisions

of the Natural Gas Act, Part 2017?

A Yes.
Q Does it ook to be a true and correct copy
of that?

A To the best of my know edge.
Q Okay. | f you would turn to Page 12 of that
document, first let me have you go back to Page 11
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There is an itemin the m ddle of the page, which
says "conmponents of construction costs."
Do you see that there?
A | do.
Q It says:
"The cost of construction
properly include while in the gas
pl an account shall include where,
applicable, the direct and overhead
costs as listed and defined here under."
Do you see that?

A No, | don't.

Q This is Page 11, in the m ddle of the page,
it says 3 --

A | found it. Thank you.

Q Okay. Looki ng through that, would you
agree then that the uniform system of accounts
includes itenms such as general adm nistration and
i nsurance as conmponents of plant construction costs?

A Yes, uniform system accounts all ow such
costs.

Q Woul d you agree that back on Page 11, that
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the cost of the construction properly includable in
t he gas plan accounts "shall include” not "can
i nclude,"” would you agree?

A That's what it says, "shall."

Q What do you believe would be appropriate to
govern the ratemaking accounting practices in
Il linois, the uniform system of accounts or what the
ot her Integrys conpanies do with these itens?

A That which is most applicable for Illinois
conpani es, which would be the uniform system of
accounts.

Q Now, | ooking at Lines 217 -- again, |I'm
| ooki ng at your corrected rebuttal testimony, which
think is the version you're |ooking at, right?

A Yes.

Q Begi nning at Lines 217 through 219, you
reference the Integrys Tax Department having filed
with the RS for different means of cal culating such
indirect costs.

Do you see that?
A | do.
Q Do you know if the companies received any
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such perm ssion?

A No, | don't.

Q And regardl ess of whether the IRS permts
Conpany to do for book purposes -- for tax purposes,
that's not necessarily binding for ratemaking
purposes, is it?

A No.

Q In fact, many accounting adjustments are
treated differently for ratemaking purposes than for
book accounting, would you agree -- I'msorry for tax
accounting?

A To sonme extent, yes.

Q | would like to now turn your attention to
your rate case expense di scussion.

Now, as | understand your rebuttal
testinmony, you're making a few adjustnments to the
conpani es' requested rate case expense anounts.

Now, is it correct that you describe
t hree separate adjustments, the deducted anounts
related for incentive conpensation consistent with
Ms. Ebrey's recomendati on?

A That is a component, yes.
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Q And for North Shore, that reduction is
$48, 000 and the Peoples amount is about $67,000?

MR. LANNON: Excuse me. Are you still in
rebuttal testinony?

MS. LUSSON: Yes, this is all rebuttal
testi nony.

THE W TNESS: On Schedule 11.1 and confidenti al
corrected, this amount is $39,000 for North Shore,
and for Peoples |ooking at Schedule 11 --

MR. LANNON: Hang on just a m nute, M ke.

JUDGE HI LLI ARD: Are these confidenti al
nunmber s?

MR. LANNON: That's what |'m afraid of.

MS. LUSSON: | don't think his adjustments are.

MR. LANNON: What schedul ed are you | ooki ng at,
M ke?

THE W TNESS: | " m | ooking at on Page 3 of 3,
line 11, Colum G, the total disallowed for Peoples,
which carries forward to Page 2 of 3.

MR. LANNON: And that's of Schedule 11.1,
right?

THE W TNESS: Yes.
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MR. LANNON: And 11.1P has all those bl acked
out, correct?

THE W TNESS: That's correct.

But the total disallowed, okay, that
carries forward on Page 3 of 3 is not confidential.
It carries forward to public version on Page 2 of 3,
Line 11, Colum G

MR. LANNON: Okay.

BY MS. LUSSON:

Q ' m not sure in response to M. Lannon's
guestions you indicated the Peoples adjustments, so |
just want to make sure | have the correct adjustnents
for brief purposes.

You said 39,000 for North Shore on
11.1. Then, what was the anmount for Peoples Gas?

A ' m | ooking at my supplemental rebutt al
testinony for Peoples, it's $54,000 decrease and for
North Shore $39, 000 decrease.

Q Then those amounts don't include separate
adjustment indicated on your 11.2 schedules; is that
right? Related to renoval of costs associated with
the |l ast rate cases rehearing?
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A |*"m sorry. \Which schedule are you
referring to?

Q 11. 27

A No, 11.2 is in regards to the prior 2009
docket ?

Q Ri ght. You renmoved amounts associ at ed
with -- is it associated with costs that were
incurred for the rehearing; is that right?

A What |'m adjusting to is the actual cost
incurred through the review of the final order and
compliance filing. So, yes, | did not include in the
actual costs related to appeals or rehearing.

Q That was going to be my next question.

So, in your opinion, dollar val ues
associ ated with Appellate work should not be included
in rate case expense for this case, would you agree?

MR. LANNON: Your Honor --

THE W TNESS: For this case, no.

MR. LANNON: Forget it. He al ready answer ed.
BY MS. LUSSON:

Q | ' m confused.

So for this case, no, so you're saying
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it should be included or not?

A No, my adjustment on Schedule 11.2 reflects
the actual costs incurred for the prior rate case
prior to rehearing or Appellate costs.

Q Okay. And do you have an opinion going
forward if any of the costs that conpanies requested
be included in rates for this case include Appellate
court's Appellate costs? Wuld you recommend renoval
of those costs?

A | have no opinion on that at this point in
time.

JUDGE HI LLI ARD: Unless it's confidential, what
is the magnitude for the adjustment, the amount he is
di sall owi ng here?

MS. LUSSON: Maybe you ought to answer that,

M. Ostrander.

THE W TNESS: | want to turn to my corrected
rebuttal testinony.

For North Shore, we are talking a
decrease of $23,000, and for Peoples Gas, we are
tal ki ng about a decrease of $55, 000.

Q Woul d you agree, M. Ostrander, that the
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conpani es, both, the combined rate case expense

request of Peoples Gas and North Shore exceeds

$5 mllion in this case?
A Yes, together over the $5 m |l i on.
Q Now, | believe both in your direct

testinmony and rebuttal testinony, you reference
Section 9-29 of the Public Utilities Act.
Do you recall that?

A Yes, ma'am

Q And woul d you agree that the Act requires
t he Conmm ssion to expressly address in its final
order the justness and reasonabl eness of any anount
expended by a public utility to conmpensate attorneys

or technical experts to prepare a litigated general

rate case filing?
A Yes.
Q Now, at Page 5 of your direct, you indicate

there that the Comm ssion was interested in a |evel
of detail in the |last ComEd rate case order that's
Docket 10-0467 that reveal ed an explanation of what
services were performed, the amount of time involved
in performng those services and the need for
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what ever service was performed in order to justify
the rate case expense; is that right?

A Yes.

Q I n your analysis in this case, are those
the types of things you | ooked at?

A Yes.

Q Wth respect to amounts related to
i nterconmpany billings for Peoples/North Shore
affiliates, would it be correct to assune that the
documents you reviewed are included within Company
Surrebuttal 39.9 proprietary exhibit?

A Yes.

Q So those are the docunents that were the
basis for your rate case reconmmendations in your
rebuttal testinony?

A They were the primary source, yes.

Q Okay. Looking at -- beginning at Line 112

t hrough 117 on Page 6, you referenced proposed

adjustnments there, and you indicate that they reflect

the actual rate case expenses incurred through

June 30, 2011, plus an estimte of necessary expenses

to be incurred through the final stages of the
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current rate cases.
Do you see that there?

A Yes.

Q Did you conduct a specific analysis to
eval uate whether the amounts that were, in fact,
billed to the Company's through July 31, 2011 for the
various rate case costs categories, including
consul tant | egal and affiliate billing, as conpared
to the forecasted amounts requested by the conpanies
for those categories?

A | don't understand your question.

Q Well, in making your rate case expense
recommendations in your rebuttal testinony, did you
i ncorporate or analyze the amount of billings that
have been produced or indicated by Company through
July 31, 2011 for those categories; that is, outside
consul tants, |egal expense, Stafflogics, the
inter-company billings, et cetera?

A | addressed that in nmy suppl emental
rebuttal testinony, yes.

Q And in evaluating that, did you perform any
anal ysis or conpare with other rate cases whether the
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amounts listed as not yet billed conpared to the
amount that's being requested are consistent with
what's been done in the past?

A No, | did not.

Q Did you make a specific assessment as to
whet her the ampounts outstanding as conpared to the
amount that Company has requested seem appropri ate,
gi ven the anmount of work for tasks involved in

finishing this rate case?

A | did not look at it at that mcro-| evel of
det ai | . What | | ooked at in conparing to other rate
cases, the prior rate cases was | | ooked at the total

and as the case evolved, the actual costs incurred,
| ooked at that actual, okay, versus what was
budget ed, | ooking at how does that inmpact the ending
budget ed amount.

I n other words, |ooking at as the time
progressed through the actual incurred, but also
| ooking at from the budget perspective what needed to
be done and how much time and how much it's going to
cost.

| think in my adjustment there were

296



10

11

12

13

14

15

16

17

18

19

20

21

22

some categories, although be it confidential, by
various provider where the budget was brought down.

Q Are you referring to your adjustnments or
compani es' adj ustments?

A My adj ust ments.

Q Okay.

A That the basis came fromthe responses from
Conpany through my data request responses.

Q And when you say you | ooked at past rate
cases, did you look to see if the amount -- strike
t hat .

Did you | ook, for example, to see if,
for exampl e, outside consultants, whether the amount
t hat has been billed conpared with the amount that
has been requested is significantly under budget
given the state of the case and the budget of outside

consul tants?

A No.
Q Same question for affiliate billings.
A Woul d you repeat the question please.

MS. LUSSON: Could you read back the question.
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(Wher eupon, the record was read
as requested.)
THE W TNESS: No.
BY MS. LUSSON:
Q And same question with respect to the | ega
fees for Foley & Lardner and Rooney, Ri ppie and
Rat naswamy ?
A No.
MS. LUSSON: Thank you, M. Ostrander, no
further questions.
CROSS EXAM NATI ON
BY

MR. RATNASWAMY:

Q Good afternoon, M. Ostrander. l''m - -
speak of the devil, so to speak -- John Ratnaswany,
one of the counsels for the Utilities.

On the self-constructed property
issue, to sort of direct your attention to that
subj ect pl ease.

s it right that conpanies' financial
statements are subject to annual audits by
i ndependent auditors?
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A Yes.

Q Do the conmpanies also file what are called
Form 21s every year?

A Yes.

Q What is a Form 21 pl ease?

A A regulatory filing with the Illinois
Commer ce Comm ssSi on.

Q Okay. Has any witness pointed to you or
are you aware of any auditor raising any question of
the correctness of the audit accounting for
self-constructed property by the Utilities?

A Not to my know edge.

MS. LUSSON: | object at this point this is now
wandered into friendly cross-exam nation --

JUDGE HI LLI ARD: Could you come up to the mc.
We want to have a record here.

MR. LANNON: Your Honor, | haven't objected.

JUDGE HI LLI ARD: | understand that.

MS. LUSSON: The questions that M. Ratnaswany
is asking M. Ostrander are related to an adjustment
that for which the witness agrees with the conpany

and so | believe the question, the |last two questions
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t hat Mr. Ratnaswamy asked were in the nature of
friendly cross-exam nation in response to the
cross-exam nation that | just did.

MR. RATNASWAMY: May | respond?

JUDGE HI LLI ARD: Well, this is not your
wi t ness. | don't think your objection is
appropri ate.

MS. LUSSON: Okay.

BY MR. RATNASVWAMY:

Q M. Ostrander, I'msorry, | should know,

but | don't. Were you a witness in the 2010
Commonweal th Edi son Conpany rate case?
A No.

Q Okay. Are you famliar with the

Comm ssion's findings on the subject of the rate case

expenses in that docket?
A Yes.

Q Do you recall whether there were any

findi ngs about how much work is done on rate cases

fromthe point of rebuttal on?

A No.

Q Have you reviewed Ms. Moy's surrebuttal
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testinony on the rate case expenses?

A Yes.

Q Woul d you agree that she did further
updating on the rate case expenses based on the nost

recent information produced in discovery?

A Yes.
MR. RATNASWAMY: | have no further questions.
Thank you

JUDGE HI LLI ARD: Ms. Lusson, are you going to
move for Cross-Exhibit 137
MS. LUSSON: Yes.
JUDGE HI LLI ARD: Hearing no objections,
Cross-Exhibit 13 will be admtted into the record.
(Wher eupon, AG Cross 13 was
admtted into evidence.)
JUDGE HI LLI ARD: Thank you, M. Ostrander.
MR. LANNON: M ke, do we have any reason to
talk? 1'm not aware of any.
THE W TNESS: No.
JUDGE HI LLI ARD: Thank you
MR. RATNASWAMY: That was adm rably efficient.
MR. LANNON: Thank you
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JUDGE HI LLI ARD: You're through, M. Ostrander.

Thank you very nuch.
(W tness excused.)

MS. LUCKEY: Staff now calls David Brightwell
to the stand.

JUDGE HI LLI ARD: M. Brightwell, could you
rai se your hand and be sworn.

(Wtness sworn.)
DAVI D BRI GHTWELL,

called as a witness herein, having been first duly
sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY

MS. LUCKEY:
Q You pl ease state your name for the record.
A David Brightwell.

Q And by whom are you enpl oyed?
A The Staff of the Illinois Conmmerce

Comm ssi on.

Q Dr. Brightwell, do you have in front of you

what has been previously file on E-Docket as the

direct testimony of David Brightwell, |CC Staff
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Exhibit 6.0, dated June 15, 2011 and which consists
of a cover page, a table of contents, and 19 pages of
narrative text?

A Yes.

Q Was | CC Staff Exhibit 6.0 prepared by you
or under your direction, supervision and control ?

A Yes.

Q Do you have any additions, deletions or
modi fications to make to | CC Staff Exhibit 6.07?

A Yes, | do.

Q What are those?

A On Page 15, at Line 303, there is a
reference to a 50/50 split that should actually read

55/ 45 split. On Page 17, Line 338, there is a

sentence that begins "Rider VBA is a preferable,” it
should be "Rider VBA is preferable” omt -- deleting
the "a" from that |ine.

Then on Page 18 at Line 356, there is
ranges currently 25 to 30 percent, which should read
20 to 30 percent.

Q Do you have any additional additions or
del etions or any other nodifications to Staff Exhibit
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6.07?

A No.

Q If I were to ask you today the same series
of questions set forth in that document, would your
answers be the same?

A Yes.

Q Dr. Brightwell, do you also have in front
of you what has been previously filed on E-Docket as
the rebuttal testimny of David Brightwell, which has
been marked for identification as |ICC Staff Exhibit
15. 0, dated August 15. 2011, which consists of a
cover-page, a table of contents and 10 pages of
narrative text?

A Yes.

Q Dr. Brightwell, was your rebuttal testinmony
prepared by you or under your direction, supervision
and control ?

A Yes.

Q Do you have any additions, deletions or
modi fications to make to the narrative testinmony?

A No.

Q If I were to ask you today the same series
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of questions set forth in those documents, would your
answers be the same?

A Yes.

MS. LUCKEY: At this time, Staff would move to
admt into evidence the direct testinony of David
Brightwell, 1CC Staff Exhibit 60.0, and the rebuttal
testinony of David Brightwell, ICC 15.0.

JUDGE HI LLI ARD: Obj ections?

(No response.)
Hearing no objection, Staff Exhibit
6.0 and Staff Exhibit 15.0 will be admtted in the
record.
(Wher eupon, Staff Exhibit Nos.
6.0 and 15.0 were admtted into
the record.)

MS. LUCKEY: We would tender the wi tness for
Cross.

MR. JOLLY: Thank you

CROSS EXAM NATI ON

BY
MR. JOLLY:
Q Dr. Brightwell, my name is Ron Jolly. [''m
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an attorney for the City of Chicago.

A Hel | o.

MR. JOLLY: | didn't enter ny appearance. Can
| enter it real quick?

JUDGE HI LLI ARD: Yes, please do.

MR. JOLLY: Ronal d Jolly on behalf of the City
of Chicago, 30 N. LaSalle, Suite 1400, Chicago,
I1linois, 60602.

BY MR. JOLLY:

Q Hell o again, Dr. Brightwell. Wuld you

turn to Page 4, Line 67 of your direct testinmony.
And there you refer to policy

obj ectives of the General Assenbly.
Do you see that?

A Yes.

Q To what policy objectives are you referring
to?

A Referring to the energy efficiency | aws
t hat are Section 8.103 and Section 8-104 of the
Public Utilities Act.

Q Okay. And you tal k about the inmpact of the
SFE, the straight fixed variable rate design and
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Ri der VBA on that policy objective, is that correct,
in your testimny?

A That's correct.

Q Could you turn to Page 7, Lines 145 through
148.

A Okay.

Q And that portion of the testinony there,
you are tal king about the inpact of those two
particul ar rate designs on the energy efficiency
policy objective of the General Assenbly; is that
correct?

A Yes.

Q And in your answer to the question that
starts at Line 145 you st ate:

It is true that the savings
under the VBA are not as great as they
woul d be if they were -- it was
nei ther a VBA or SFE rate structure.

s that correct?

A Yes.

Q Can | infer fromyour statement there that
there are other rate structures whereby there could
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be greater energy efficiency savings for custonmers
under a SFE or under a VBA rate design?

A Yes.

Q Coul d you provide me for an exanple of what
some such other rate design m ght be?

A Well, the point | was making here is
conti nued on through the question that begins on Line
53 tal king about this is that, if there is an
under-collection by the utility, that if you're on a
VBA rate, you would have to return some of that other
collections -- the other collection would be returned
by the utility.

| f under that circumstance, if there
was no VBA, the customer woul d have greater savings
than i f there was a VBA.

Simlarly, if there were no SFE where
there were no variable rates, the savings would be
better.

The question that begins at 153 and
t he answer that goes through Line 170 explain that
some of this is a function of what the utility

expects to be saved and what they forecast to be
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saved rather than versus what actually happened and
if you would get it fromthe standpoint of what the
dol l ar value of the savings were if the forecast is
perfect that in this scenario the customers savings
or the dollar amount saved would be greater because
the actual costs per thermis higher after the

adj ust nment .

Q The savi ngs under what rate design are you
referring to there?

A Under Ri der VBA, that after the adjustment
takes place, | will give you an exanple that
pre-adjustment it was 10 cents per therm it was the
cost to the ratepayer.

After the adjustment every therm saved
is actually 10.1 cents per therm

Q But under Rider VBA, if there is a
surcharge to customers, is it true that a customer
whose invested in an energy efficiency measure woul d
see less -- would return part of the nmoney she would
save by investing in the energy efficiency neasure if
Ri der VBA were not in place?

A Provi ded that the forecast was such that
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Conpany underestimated the amount of savings that
woul d take pl ace.

The forecast has included vari abl es
t hat account for energy efficiency through either
shell efficiency -- | don't know -- there were two
di fferent ways that energy efficiency took place or
occurred under the forecast. | don't recall
specifically at this time what those are.

But if those forecasts were off to
where the customer could end up paying -- returning
some of what was saved, if the forecasts were off in
the utility's favor, the customer would get an
additional return because Conpany over-coll ected.

Q Again, |ooking at Line 161 to 162, the
testinmony here, the exanple you provide there assunes
that there is an accurate forecast, correct?

A There is two conponents to a forecast.
There is a forecast for a nunber of customers and
then there is a forecast for the use per customer.
Then in 161 the supposition is that the forecast of
t he number of customers is accurate, but that there
is an under-prediction by Conmpany in the amunt of
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conservation that would take place.

Q Wel |, usage could al so be effected by
t hi ngs other than the energy and efficiency
investment; is that correct?

A Yes.

Q And t hat includes weat her?

A Yes.

Q So if weather is colder than predicted then
and Conpany were to -- let me take that back. Stri ke
t hat . Let me start again.

Let's assume that the weather is
war mer than predicted and Conmpany's, the utility

under-collects, would there be a surcharge then?

A Yes, there would be.
Q And so --
A Let me ask you, when you say "surcharge,"

are you referring to --

Q A rate adjustment two nonths forward.

A Yes.

Q Assum ng that there is a rate adjustment
two months forward, is it true that regardl ess of
what that rate adjustment is for that the customer
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who invests in energy efficiency would end up paying
the utility more than it otherwi se would if Rider VBA
were not in place?

A Al'l customers would end up paying nmore than
if Rider VBA was not in place; however, when this is
adjusted to a per-therm charge, it would actually
increase the -- when it's adjusted to a per-therm
charge, each therm that the custonmer saved is now
worth nmore than it was previously if there was no
surcharge or adjustnment because of Ri der VBA.

It's the same principle as if the
forecast is off, if you knew what the weat her was
ahead of time, the per-therm charge woul d be higher
t han what was actually predicted and because of that,
each therm saved -- the margi nal effect of each therm
saved is a greater savings for the customer.

Q Let nme ask you this: Do you think Rider
VBA has an inmpact on customer's -- the payback for

customers who invest in energy efficient measures?

A It would depend. You know, the rate case
has normal weather. Assum ng you're equally likely
to have warmer weather or col der weather, it would
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depend on which occurred first because of the
di scounting of the benefits.

Q Well, it would also be affected by, | guess
as you said, when the weather -- if there is warmer
weat her for three or four years in a row, then that
has an inmpact on the payback period for any energy
efficiency measure; is that correct?

A Yes.

Q Could you turn to Page 8 of your rebutta
testi nony.

A Rebuttal testinmony?

Q Yes.

And in particular at Lines 159 through
162, and there you state:
"Promoting revenue stability
t hrough Ri der VBA and keeping fixed
customer charge |lower is preferable
to raising the percentage of fixed
costs recovered through fixed
customer charges.”
s that correct?
A Yes, | do.
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Q Can | infer fromthat statement that you do
not believe that all costs that the utility
identified as fixed costs should recovered through
the fixed customer charge, component of the rates?

A Yes, that would be true.

Q And is that because there are other policy
obj ectives that the Comm ssion should consider when
designing rates?

A | believe so, yes.

Q And what are sone of those other policy
obj ectives?

A Agai n you have the energy efficiency |aws
by putting some of the fix charged through fixed
vol umes -- through volumetric charges, you increase
t he margi nal cost at the beginning, which encourages
conservati on.

To some extent, | would expect to see
| ow-use customers dropping off the gas system which
has | ong-term negative consequences for higher-use
customers because you have largely a fixed system and
the customers would have to -- there would be fewer
customers and fewer overall therms of which costs
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woul d be spread over which would affect the

hi gher-use customers in the |long run.

VWhen those customers switch off the

system it could be that there switching to electric

appliances, it could be that they're choosing

residences that will be all electric rather than the

gas, in which case you're increasing the demand on

the electric systemto the rates being set on the gas

side as well, which affects the conservati on of
electricity which is part of 8-103 of the Public
Utilities Act.

MR. JOLLY: | have nothing further.

Thank you, Dr. Brightwell.

THE W TNESS: Thank you.

JUDGE HI LLI ARD: | have a coupl e questions,
Dr. Brightwell.

THE W TNESS: Yes, sir.

JUDGE HI LLI ARD: This is ALJ Hilliard fromthe

| CC.
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CROSS EXAM NATI ON
BY
JUDGE HI LLI ARD:

Q You were just discussing how the percentage
of costs that are allocated to the fixed charges
rat her than the volumetric charges may cause -- you
said the | ow-use customer or non-heating customer to
mgrate to other forms of energy?

A Yes, sir.

Q Aren't many of the non-heating-use
customers in rental units where the decision as to
what form of energy to use is not their's?

A Well, the customer has the choice of
choosi ng what type of housing unit to live in.

| came up with this based upon ny time
in Texas where | had gas, water, heat, and | had a
gas stove in an apartnment | lived in. My mont hly
bills were about 30 to $40 because the fixed charge
was so hi gh.

Basically the winters were warm enough
there that you didn't have many furnaces at all,
think that m ght be the reason why they were so high
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But as soon as ny | ease was up,
moved and | chose a place that was all electric.

| assume that customers in the City of
Chi cago and people in the North Shore territory have
t hat option as well.

It's entirely possible, depending on
their work situation and their finances, that given
the proximty of the Nicor service territory that
t hese people could -- these customers could move out
of the North Shore territory and then into rental
properties in the Nicor territory.

Q Well, it's my recollection fromthe data
requests that the vast majority of the non-heating
customers are Peoples Gas customers.

And in my mnd, | associate that with
city residents, probably some percentage are
inner-city residents who have Iimted options in
terms of where they can live and how much they can
pay for.

Also, | think in the City of Chicago,
it's very likely that the great majority of rental
units or housing are with gas appliances rather than
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electric, and that the choice to go to electric is a
| andl ord's rather than the tenant's.

Do you disagree with those statenments?

A No, | don't.

| would like to point out the one
statement you made was in that case the customer
woul d be payi ng nore.

| don't have the DR, | believe it was
an ALJ DR that the conpanies responded to, that for
Peopl es Gas custonmers that were bel ow-use, there was
a fairly large increase in the bill due to raising
the fixed customer charges.

So if that does occur, you're going to
see the | ow-use customers' bills increasing by a much
| arger percentage than the high-use customers.

Q Would it be fair to say that in many cases
we are tal king about the poor or the elderly and they
more of a captive audience for the gas appliances
t han someone who has the ability to nmove to a
di fferent service area or a different type of
housi ng?

A | woul d have to specul ate on that. It does
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not sound unreasonable, but | don't know what the
denmogr aphics of what the | ow use customers are.

Q Well, | think fromthe responses to the
DRs, there's an indication that the volumetric usage
of many of the non-heating gas customers is quite
| ow, and that in many cases the fixed customer charge
woul d be several times the actual charge for gas
usage.

Do you agree with that?

A Yes, | do.

JUDGE HI LLI ARD: Thank you

MR. JOLLY: Can | just ask a follow up question
or two?

JUDGE HI LLI ARD: Yes.

MR. JOLLY: Thank you

RECROSS- EXAM NATI ON

BY
MR. JOLLY:
Q Fol I owi ng up on Judge Hilliard's questions,

you submtted simlar testinmony in the most recent
ComEd rate case on the simlar issue regarding the
| evel of the custonmer charge, is that correct, with
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respect to their proposal

vari able rate design?

for a straight-fixed

A | don't recall doing that.

Even in the rate case, the only issue

that | addressed was a 40 base --

Q ' m sorry. It was a different Staff

wi tness, so strike that

MR. JOLLY: Thanks.

Q Good

A Good

Q | want

guesti on.

CROSS EXAM NATI ON

BY
MS. LUSSON:
afternoon,

afternoon.

regardi ng Ri der VBA.

A I n di

Q Bot h.

M. Brightwell.

rect or rebuttal

Bot h. Thi s

i ntroductory statenment to

of your assignment

testinony that

to focus on your concl usions

testinony?

IS just as an

get you focused on that.

First, | want to

in this case

You i ndi cated, |

you prefer

Ri der

have an under st andi ng

t hink, in your direct
VBA to the Conpany's
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straight-fixed variable proposal. There you're
referring to the 80/20 proposal ?

A The Conpany is actually proposed a full
fixed-straight variable, which is 100 percent of
costs being recovered through fixed charges as an
al ternative.

Through the Nicor and the Ameren nost
recent rate cases, the Conmpany has gone towards
hi gher fixed charges, and it just happens it's a
80/ 20 split of fixed costs being recovered through
fi xed charges and 40 percent being recovered through
volumetric charges.

It was nmore in anticipation of where
t he Comm ssion has gone before, advising the
Comm ssion that the amount of pettiness (phonetic) of
the VBA is better than the increasing the percentage
of the fixed costs that are recovered through fi xed
char ges.

Q Okay. Wth that caveat, are you
specifically endorsing Ms. Grace's alternative rate
design, which is, | think, the 55 percent of costs
recovered through the fixed charges?
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A We have a rates witness that address what
t he appropriate recovery |evel was.

My job was just to assess a

straight-fixed variable versus a VBA.

Q Okay. And certainly the Comm ssion can
| ook at other rate design proposals in this docket;
woul d you agree?

A Yes.

Q I f you would turn to Page 3 of your direct
testimony, Lines 53, beginning at Line 53.

A Okay.

Q That sentence that starts:

"As proposed by Conpany in this case,"”
you indicate that VBA stabilizes revenue with an
annual adjustnment, is that correct, for any under- or
over-recovery for fixed costs.”

Do you see that?

A Yes.

Q When you tal k about stabilizing revenue
there, you're referring to company revenues as
opposed to custonmer revenues; is that right?

A Well, |I'"mnot sure how a customer woul d
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make revenues off the, gas, so, yes.
Q Let me correct the question.

You're referring to company revenue
stability as opposed to, say, a conparison of
customer nmonthly bill stability?

A Again, this is an annual stabilization, not
a monthly stabilization.

So my understanding is that at
approximately 2013, that the month to nonth
adj ustnments are, that they're proposing to do away
with those will go to just an annual reconciliation.

From the customer's perspective, |I'm
not sure what the affect would be on on the annual
expendi ture for gas under that circunstance -- or for
the distribution portion of gas under that
circumst ance.

Q So if Conmpany accepted the change to Rider
VBA and then performed an annual adjustment, either a
surcharge or credit, would you agree that it's
possi bl e customers m ght face some confusion as to
why at the end of year, or perhaps in the beginning

of the year, whenever this adjustnment appears on
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their bills, at the beginning of the follow ng year,

that has to what -- where this canme from
A | think that a customer can have confusi on
about where any charge on the bill came from

Q And you agree that this VBA surcharge would
be separate and apart fromthe custonmer charge and
t he usage charges that they typically pay each mont h?

A Can you repeat that question.

Q You woul d agree, wouldn't you, that the VBA
surcharge or credit would appear as a line item
separate and apart from the customer charge and the
usage charges that they pay every nonth?

A "' m not sure of the mechanics.

Q Okay. Turni ng your attention, if you
woul d, to Line 74 of your direct testimny, which is
on Page 4.

A Okay.

Q There you indicate VBA reduces the
consequences from an accurately predicting sales
vol umes and customer accounts in setting rates.

Do you see that?

A Yes.
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Q Woul d you agree that if Conpany has an
accurately predicted sales volumes and customer
accounts to bear the revenue achi evement detri ment
t hat they always have the ability to come in for a
rate case?

A Yes, that's one of the points that | made,
was that it's not a systematic -- that if there's no
VBA, there is no systematic adjustment, because under
the case that it's to their detriment, they can't
come into a rate case. And in one respect that
expedites they're comng into a rate case.

And so the situation works in their
benefit, they're reaping excessive returns and then
there's no reason for themto come in to a rate case,
which is to the detriment of ratepayers in that
situation.

Q And you woul d agree that Rider VBA was
first inmplemented as a result of the 2007 rate case,
and it began appearing on customer bills in 2008?

A | know that it was inplemented in a 2007
rate case. | believe that rate case ended in
February of 2008, so |I would assume that it started
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showi ng up on 2008 bills, but |I don't know that for
certain.

Q And then Conpany filed a rate case in 2009
and then again in 2011; would you agree?

A Yes.

Q I n your opinion, is it the Comm ssion's job
to ensure, e-n-s-u-r-e, a level of revenue

requi rement entered in a final order going forward?

A s it their job to ensure it?

Q Yes.

A | don't know anything in the |aw that says
t hey have to do that, but | believe it's at their

di scretion.

Q So would you agree then that the Illinois
Commerce Comm ssion certainly is not obligated to
ensure that Peoples Gas, each year, continues to
achieve a certain |level of revenue per customer going
forward?

A | woul d agree with that.

Q Woul d you al so agree that revenues and the
costs of utility delivery service are dynam c and
ever - changi ng between rate cases?
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A Yes.

Q So a revenue requirement established, say,
in 2012 may not necessarily be the appropriate
revenue requirement in 2013 because of changing
revenues and costs?

A Yes.

Q Can you turn to Page 5 of your testinony,
your direct testimny, at Line 102.

A Okay.

Q The sentence that starts with the word
"under Rider VBA."

The reference to favorable forecasts,
are you referring to forecasts that would
under-estimate usage in customer numbers?

A Yes.

In that situation, the Conpany woul d
collect more revenue than what the revenue
requi rement -- what the rates were set for. They
woul d coll ect nmore than was entitled or what was
deci ded was the revenue requirement.

(Wher eupon, there was
a change of reporters.)
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Q

(Change of reporter.)

Turning to your rebuttal testinmony, at Line

110 on Page 6 where you reference the reconciliation

of Ri der VBA adjusting for any over c

under coll

ection, again, that's based

cal- -- the Conmpany's cal cul ati on of

customer set in the rate case, right?

A

mechani sm

Well, it's on -- it would b

| believe that Staff Wtn

ol l ection or
on Conmpany's

revenue per

e under any

ess Ebrey made a

recommendation to do away with the recovery per

customer t

0o adjust it to the absolute

requi rement. And | believe -- 1'd ha

somewher e

in my direct testinony wher

recommendati on overall was to accept

acknow edgnent that Staff W tness Ebr

addi ti onal

adj ust ment s. | was pretty

analysis of it in the conditions that

adj ust ment

Q

S were.

Okay. And with respect to

reconmmendati on about incor- -- and as

her recommendation, it is that Rider

to refl ect

in the reconciliations of

revenue

ve to | ook

e ny

this with the
ey has sone
much doi ng ny

Staff's

Ms. Ebrey's
| under st and
VBA be nodified

usage versus the
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revenues per classification established in the rider
via the revenue requirenment, that customer -- changes
in customer nunbers also be reflected through the VBA
surcharge; is that correct?

A That question got a little long for ne.

Q It did. "Il try it again.

Is it correct that Ms. Ebrey's

recommendation that customer numbers -- changes in

custonmer nunbers also be reflected in that Rider VBA

surcharge as a -- in addition to changes in usage?
A " m not sure.
Q Okay. So have you -- have you eval uated

ei ther way what the effect of that recommendation
woul d be on surcharges and credits in terms of the
functioning of Rider VBA?

A As far as -- | believe that her
recommendation was to -- to do away with the revenue
per customer portion of it and to say that if your
revenue requirement is "X," when it comes to the
reconciliation you see what was actually recovered
versus what was -- versus what the revenue

requirement is, take the difference between the two,
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divide it by the number of therms to come up with the
charge per therm

Under that case, whether the cust- --
if my recollection is correct -- and that's an area
of -- they would collect the actual revenue
requi rement regardless of the changes in customers or
t herms.

Q But | guess nmy question is, with that

change, if you know -- because we obviously can -- if
you know, does that -- that change then -- strike
t hat .

Then under Ri der VBA nodified as
you' ve descri bed, would changes in customer numbers
af fect whether the surcharges or credits are
triggered by Rider VBA?

I n other words, if there's nmore
customers, there's nmore revenue, perhaps, net
revenue; if there's |less customers, there m ght be a
decrease in revenue?

A ' m not sure that | -- that | understand --
under st and your questi on.

If -- 1"1l try to answer it, but --
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under -- so if the number of customers increased,
there's a -- they would be collecting nore revenues
fromthe first customer charge, but at the end of the
day, their total revenues would exceed the revenue
requi rements which would cause a return of noney to
the customers, from my understandi ng of Ebrey's

adj ustments, correct.

Q So if there is a -- a trend in a reduction
of customers for a conpany, then the opposite m ght
be true, is that right, that is, that there m ght be
additi onal surcharges as a result?

A Under -- under either of those cases,
the -- that there's nore customers or there's fewer
customers, it's actually more fewer than were
predicted by the forecast since the rates are set on
t he forecast. |f you have declining customers, but
it was fully accounted for, there would be no effect
on their revenue. I f you had --

Q Okay. Under st ood.

A If it was fully accounted for, that
woul dn't effect the revenue requirement either.

Q Okay. | see your distinction.
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And then -- so let nme ask, if customer
accounts drop below that which is predicted in the
2012 test year forecast, then that, would you agree,
m ght trigger additional surcharges through Rider VBA
under that nodified Ri der VBA?

A The per therm charge would be higher under
t hat situation. | "' m not sure that -- if that's what
you mean by "nore surcharges" or not.

Q Yes, that -- in fact, that customers are
more likely to get assessed a higher VBA surcharge
or, perhaps, forego a credit?

A Yes.

Q Woul d you agree that if Rider VBA is
i mpl emented and if the revenues received by Peoples
Gas are below the levels that are the benchmark for
Ri der VBA, then a surcharge would be triggered at the
end of the year?

A What do you nmean by "benchmar k"?

Q The amount -- if the revenues did not
achieve the |l evel that was forecasted for purposes of
Ri der VBA.

A If the revenues didn't neet the | evels that
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were forecasted under Ri der VBA?

Q Yes.
A Anytime there would be a difference between
t he actual revenues and the -- and the revenue

requi rement, there would be either a refund or a
credit.

Q Okay. So my question is, if it's bel ow
that |l evel that was predicted for purposes of Rider
VBA, then that triggers a surcharge; is that right?

A Defining surcharge how M. Jolly defined
it -- I mean, you could define it as a change in the
bill or adjustment, that it would be --

Q A positive adjustment through Rider VBA.
"Positive" as in an additional charge to the rate
payer.

A Yes.

Q Okay. And that surcharge would be rel ated
to gas purchased, if you will, throughout that
12-month period; is that right? So it could have
been related to underusage in January, June,
what ever ?

A Yes.
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Q As an econom st, can you think of any other
busi ness where customers -- after a product is
purchased, that the buyers assess a surcharge
because -- on that product that was already purchased
because the conpany that offered that product wasn't
realizing the profits it had hoped or revenues it had
hoped?

A Well, | can't, and at the same time | can't
t hi nk of another example where -- of a type of
busi ness that has to come in and ask a gover nment
agency to change its prices either.

Q Okay. So, again, we're getting to the
di fference between a nonopoly and a private business?

A Yes.

Q Okay. And | think -- you testified
earlier, though, that it's not the Comm ssion's job
to guarantee a certain revenue requirement between
rate cases?

A | testified that the -- that | am not aware
of any law that requires the Comm ssion to do that,
but that nmy understanding is it has the discretion to
do so.
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Q And your understanding that it has the
di scretion to do so is based on -- on --
A It's done it in the past.

Q Okay. And when you say "it's done it in

t he past,"” you're tal king about this pilot?
A Well, it's through the Rider VBA increasing
the customer charge to -- has an effect of

stabilizing revenues as well.

Q Woul d you agree, as an econom st, that the
pur pose of monopoly regulation is to replicate the
price constraining characteristics of the free
mar ket ?

A | "' m not sure what you mean by "the price
constraining characteristics."

Q To the extent that no conpetition exists
under a monopoly environment, that the purpose of
regulation is to ensure that rates are | east cost and
t hat the nonopoly is not permtted to charge whatever
because it has -- |acks any conmpetition.

So that's what |I'm saying when --
price constraining in ternms of conpetition.

A | woul d agree that the objective of
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regul ating the natural monopoly is to -- to come up
with a price that would sinulate what you would
expect for a conpetitive market.

Q Okay.

MS. LUSSON: Thank you. Thanks,

M. Brightwell. No further questions.

THE W TNESS: Thank you.

JUDGE HI LLI ARD: M. Brightwell, this is ALJ
Hilliard again. | have another question or two about
t he customer charge.

THE W TNESS: Okay.

EXAM NATI ON
BY
JUDGE HI LLI ARD:

Q If the relative customer base stays the
same and you increased the fixed charges to the
| ow-use customer, are we not shifting costs away from
t he higher-use custonmer?

A "' m not sure | understood you, your Honor.

Q We' ve got a revenue requirenment, "X" amount
of dollars, and if the charges are primarily
volumetric based, then the higher-use customers
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percentage of the total amount of the revenue
requi rement is proportionate to their use of the
commodity; is that correct?

A Yes.

Q Al'l right. I f you increase the percentage
of fixed costs to all customers, regardless of their
volunmetric use of the commodity, are we not shifting
costs away from the higher-use custoners to the
| ower -use customers?

A Yes, sir, you are.

Q And are we not then providing a
di sincentive to conservation in that for the | ow-use
customer, there's very little relationship between
their use and the charges, and the high-vol ume
customer is paying less than he would if the charges
were more volumetric based?

A That's correct.

JUDGE HI LLI ARD: Thank you

THE W TNESS: Thank you.

JUDGE HI LLI ARD: s there any redirect?

MS. LUCKEY: We need some time to speak with

Staff, if we could, your Honor.
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JUDGE HI LLI ARD: Okay. M. Brightwell, they're
going to give you a call, I think, to talk to you
about your testinmony.

THE W TNESS: Okay.

(Whereupon, a recess was taken.)
(Change of reporter.)

JUDGE HI LLI ARD: Do you have any redirect.

MS. LUCKEY: We don't.

JUDGE HI LLI ARD: You' re excused, M.
Brightwel I.

THE W TNESS: Thank you.

(W tness excused.)

MS. KLYASHEFF: Nort h Shore/ Peopl es Gas cal l

their next w tness, Kevin Kuse.
(Wtness sworn.)

KEVI N R. KUSE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MS. KLYASHEFF:

Q M. Kuse, could you please state your name
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and business address for the record.

A My name is Kevin R. Kuse, Kuse.

My busi ness address is 700 North Adams
Street, Green Bay, W sconsin 54307.

Q Bef ore you, you have two docunents one
entitled, direct testimny of Kevin R Kuse, marked
for identification as PGL Exhibit 4.0 Revised, and
direct testimny of Kevin R. Kuse marked for
identification as North Shore Exhibit 4.0 Revised.

Do these documents include the sworn
direct testimny you wish to give in these
proceedi ngs?

A Yes.

Q Do you have any changes or corrections
beyond the revisions that were filed today?

A No.

Q If I were to ask you the questions included
in these documents, would your answers be the same as
set forth in those documents?

A Yes.

Q Do you have before you a document entitled
rebuttal testinmony of Kevin R. Kuse and marked for
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identification as NS/ PGL Exhibit 32.0.
Does this docunent include the sworn
rebuttal testinmony you wish to give in this

proceedi ng?

A Yes.

Q Do you have any changes or corrections?

A No.

Q If I were to ask you the questions included

in this docunment, would your answers be the same as
set forth in the docunent?
A Yes.
Q And you have before you a docunent
entitled surrebuttal testinmony of Kevin R. Kuse
mar ked as NS/ PGL Exhi bit 48.0.
Does this document include your sworn

surrebuttal testinony?

A Yes.

Q Do you have any changes or corrections?

A No.

Q If I were to ask you the questions included

in the document, would your answers be the same as
set forth in it?
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A Yes.

MS. KLYASHEFF: Subj ect to cross-exam nation,
move for the adm ssion of PGL Exhibit 4.0 Revised,
which was filed on E-Docket today, August 30th, and
NS Exhibit 4.0 Revised, |likew se filed on E-Docket
t oday, August 30th.

And NS/ PGL 30.0 filed on E-Docket July
13t h, NS/ PGL Exhibit 48, filed on E-Docket August
2nd.

JUDGE HI LLI ARD: Obj ections?

(No response.)

Hearing no objection, Exhibits 4.0
Revi sed or PGL and North Shore Exhibit 32 and Exhi bit
48 will be admtted in the record.

(VMher eupon, PGL/ NS Exhi bit Nos.
4.0, 32, and 48 were adm tted
into evidence.)

MS. KLYASHEFF: The witness is avail able for
Cross.

JUDGE HI LLI ARD: Any cross?

MS. LUSSON: Yes, your Honor.

JUDGE HI LLI ARD: Al'l right.
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CROSS EXAM NATI ON
BY
MS. LUSSON:

Q Good afternoon, M. Kuse. My nanme is a
Karen Lusson. l'"'mfromthe AG s office.

A Good afternoon.

Q | just have a couple questions related to
your direct testinmony.

A Okay. Thank you

Q Now, you prepared and are testifying about
t he Conpany's gas sales forecast methodol ogy; is that
right?

A Yes.

Q And t hat met hodol ogy is used by the
compani es to, one, predict customer demand; is that
right for natural gas?

A Yes.

Q And that has an inpact on Conpany's

forecast of revenues for the test year; is that also
right?

A Can you clarify?

Q Well, to the extent that the gas sales
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forecast methodology is used to predict demand for
natural gas, it inpacts the conmpanies' forecast of
revenues for the test year?

A Yes.

Q And referring to Page 3 of your testinony,
begi nning at Line 48, you indicate that you are using
met hodol ogi es to measure each customer segment
sensitivity to certain variables, and you |list those
vari abl es there?

A Yes.

Q So is it correct then that when the
conmpani es are forecasting demand that they take into
account variables that m ght affect customer usage;
such as, weather, price, estimted energy efficiency,
investments, and soci oeconom c trends?

A Okay, vyes.

Q Now, with respect to weather, is it correct
t hat Company enmpl oys an exam nati on of weather trends
over the last 12 years?

A Yes.

Q And that is used to establish what the
Conpany's hope will be a normalized | evel of demand
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for each customer class?

A Yes.

Q Now, in the past, | think the first time
Conmpany switch to the 12-year analysis versus the
30-year analysis was back in the 2007 rate case; is
that right?

A | don't know. That precedes nme.

Q Okay. | just want to | ook at the vari abl es
that are listed there and ask you some questions
about those.

So we tal ked about weather. That
again is the exam nation of weather trends over 12
years based on O Hare Airport; is that right?

A Yes.

Q And that determ nes the nunber of heating
degree days for purposes of the conmpanies' forecast
of demand?

A Yes.

Q Then price, is that a reference to the
price of natural gas?

A That is the price of the Integrys'

f orecast. It includes a forecast of the price of
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nat ural gas, true.

Q And | think on Page 10, you indicate that's

based on a NYMEX short-term forecast. ls that the
f orecast.
A Yes.

Q And you | ook at the price of natural gas to
make assunptions about the elasticity of demand based
on price; is that right?

A No.

Q Why do you | ook at the price?

A What we do is -- what we |ook at is the
i mpact of price on the demand for gas given the
elasticity of demand for it.

The reason | clarify it is |I'm not
establishing the elasticity of demand; |'m eval uating
t he i npact of the elasticity of demand.

Q Okay. So there is built-in to the nodel
assunmptions about what the elasticities will be given
a certain price?

A The elasticity is fixed and the inmpact of
price, as price changes, the amount demanded woul d
vary.
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Q Okay. Soci oeconom c trends. \What is
included in that anal ysis?
A Soci oeconom ¢ trends include -- |I'mturning

to Page 7 of 17 of my forecast.

Q Okay.
A The graphic, socioeconomc trends include
home size -- I'msorry -- incone.
It also includes household size, the
nunmber of people within a residence on average. | t

includes their income, as well.

Q Okay. That's based on the SAE nodel there,
that's what is enmployed for purposes of analyzing
t hose trends?

A The SAE nodel includes those trends, yes.

Q And then also as a part of your forecasting
gas sales, you also | ook at anticipated trends in
customer nunbers for purposes of evaluating the test
year; is that right?

A Yes.

Q And then is it correct that that test year
forecast is then used as the basis for designing the
conmpani es' proposed rates in this case?
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A | believe so.

Q Turning to Line 149 of your direct
testi nony at Page 8 of your testinmony.

There you are tal king about the
Peopl es Gas demand nmodel . You indicate that it's
performed well historically and that the statistical
reliability is quite high for both the per custonmer
and nunber of customer equati ons.

Do you see that there?

A Yes, | do.

Q So when demand is more or |ess than
forecasted, is it largely a function of weather, in
your opinion?

A No, there are many factors that could
effect why a forecast would be higher or | ower.

Q Woul d you say weather is a primary factor
i mpacting gas demand?

A Can you clarify that.

Q Weat her, if the weather is excessively
cold, for exanple, then the conmpanies' test year
forecast of demand for natural gas m ght be
understated in terms of as conpared to actual demand
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for natural gas?

A Yes, if it were for the entire year.

Q Agai n, the Conpany proposed a 2012 test
year, right?

A Yes.

Q And the Comm ssion will set a revenue rate
of requirement in this case that may be more or |ess
t han what ever Conpany's proposed; would you agree?

A "' m sorry. Coul d you repeat the question.

Q The Comm ssion's order in this case wil
establish a revenue requirement that may be nore or
| ess or whatever close to or not so close to the
revenue requirement that conmpanies requested in this
case?

A Yes.

Q And whatever the revenue requirenment is,

t he Company -- is it correct that the Company will
use billing determ nants for the demand forecast that
serves as the basis for the tariffs that are filed?
In other words, you'll enploy these
same met hodol ogi es and assunmpti ons for purposes of
establishing billing determ nants that are consi stent
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with the revenue requirement?

A | don't establish the cost of service.

My responsibilities are for
forecasting sales and the nunber of customers.

How that is incorporated, |I'm not the
expert on, the mechanics of rate design.

Q Okay. But is it fair to say that your
forecast will be enployed by the Conpany when it
files, in some way, those assunptions and all of the
assunptions that you describe in your direct
testimony will be employed in the Conpany's
establishment of tariffs to the extent that they're
trying to antici pate what demand will be?

A Yes, that's correct.

Q And, again, assum ng that the Conpany uses
your forecasting methodol ogy and all the assunptions
i ncorporated therein, that it will be reflective both
your and conpanies', as a whole, best estimtion of
what the demand for natural gas will be, based on all
of the variables that companies believe will effect
t he demand for gas going forward?

A Yes.
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Q And then to the extent that that
met hodol ogy is used in the billing determ nants,
those are reflected in the rates that the Conmpany
files with the Conm ssion?

MS. KLYASHEFF: Objection; the witness said he
is not famliar with how it flows into the rate
desi gn.

MS. LUSSON: | f he knows.

JUDGE HI LLI ARD: Okay. I f you know.

If you know the answer, you can
answer . I f you don't know the answer, then tell her
you don't know.

THE W TNESS: | don't know how that is
i ncorporated, the mechanics of how that's
i ncor por at ed.

BY MS. LUSSON:

Q Is it safe to assunme, though, that the
Conpany, whatever the revenue requirement is set in
this case, that the Company is not going to throw out
your forecasting methodol ogy for purposes of
anticipating demand that would be incorporated into

the billing determ nants and start over?
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A Yes.

Q And it's probably fair to assune that

wi Il incorporate your assunptions, | think you

testified, as they attenpt to antici pate demand in

t he process of establishing rates?
A Yes.
MS. LUSSON: Thank you, M. Kuse.
THE W TNESS: Thank you.
JUDGE HI LLI ARD: Redi rect ?
THE W TNESS: Thank you.
JUDGE HI LLI ARD: Redi rect ?

MS. KLYASHEFF: We have no redirect

JUDGE HI LLI ARD: Thank you, M. Kuse.

THE W TNESS: Thank you.
JUDGE HI LLI ARD: You' re excused.
(W tness excused.)
JUDGE HI LLI ARD: So are we done for
(No response.)
We will be adjourned till

tonmorr ow.

t he day?

9:30 a. m

t hey
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(Wher eupon, these

proceedi ngs were adjourned

to August 31, 2011 at

hour

of 9:30 a.m)

t he
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